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innovations / Accelerating Entrepreneurship example, 54 percent of Brazilian incubators received financial support from the Ministry of Industry Development and Commerce, 4 and the Indian government recently seeded a $6 million science and technology incubator as part of a larger project that aims to create many such incubators across the country. Infodev, the World Bank Group program designed to support incubators, was launched in 2002. This expanding program supports 242 incubators via its Incubator Support Center (iDisc) and provides research and direct funding to emerging-market incubators. 5 Despite the rapid growth of these incubation programs, there is still little consensus about how successful they have been in catalyzing the growth and development of local entrepreneurs, let alone how this success should be defined and measured. Most incubators in developing countries are nonprofit, thus traditional measures of financial success are ill-suited to evaluate their performance. Many scholars suggest the use of goal-oriented performance metrics, meaning that success can be defined by the extent to which an organization meets its goals. While this approach offers obvious benefits over financial metrics, it is subject to a deluge of semantic disagreements: What is the goal of an incubator? Do all incubators have the same goal? How do you compare a variety of incubation programs that have incongruent missions, models, and funding mechanisms? Even the most common performance statistic-survival of the incubated firms-can be problematic. According to some, the early termination of unsustainable businesses that are participating in incubation programs is beneficial to the economy, as resources will not be siphoned away from higher performing SGBs. 6 Even if appropriate performance metrics can be established and it can be determined that incubators are generally performing well, the relative cost of these programs must be evaluated in order to determine if they are worthy of funding from the public and philanthropic sectors. Research focused on the public cost of incubators in the United States has been relatively inconclusive. Various studies have found the public cost per job created to be anywhere from $150 to $12,000, 7 but it is unclear how these figures would translate to a developing economy context. Given the lack of consistent findings and the lack of data available from emerging markets, much more research is required before we can claim that incubators are a worthwhile investment.
Randall Kempner
Incubators are merely one aspect of the larger entrepreneurial ecosystem, which is comprised of a wide variety of factors, including public policy, human capital, physical infrastructure, civil society, and cultural views of entrepreneurship.
Incubators Are Popping Up Like Wildflowers…But Do They Actually Work?
Finally, assuming that some incubators are successful and cost effective, it is important to understand why, and also to examine which factors may contribute the success of some incubators and the failure of others. While a number of best practices have been published by organizations such as the U.S. Department of Commerce and the National Business Incubation Association, it is unclear how these practices translate into a developing economy context.
Recognizing the need for additional research, my organization, the Aspen Network of Development Entrepreneurs (ANDE), launched a major research initiative on incubators in 2012 in partnership with a variety of our members, including Village Capital, I-Dev International, and Social Enterprise @Goizueta based at Emory University. While much of this research is still preliminary, several key themes are emerging.
Looking at emerging market incubators, it is clear that most do not yet have a sustainable business model. There is a good reason for this. Most of the firms being supported are cash poor, and most emerging market economies offer few opportunities for incubators to exit the firms they have incubated. Most incubators therefore rely on support from governments or foundations, and while such subsidies may be justified, the incubators we have examined generally do not have measurement systems in place that can provide the data to prove it.
Not surprisingly, this state of affairs leads to inconsistent funding streams for incubators. With such difficulty showing how its impact compares with other incubators or other intervention strategies, an incubator often face fickle funders who are unwilling to extend their support.
In looking at the impact incubators have on their SGB clients, we offer the following conclusions.
First, an incubator's selectivity in admitting entrepreneurs seems to be an important predictor of success. In addition to the obvious logic that better firms in lead to better firms out, there seems to be added value in having interaction and "cross-fertilization" of ideas and contacts with higher quality participants.
Second, graduates of incubation programs often still struggle to attract investors, which prevents them from scaling and having a significant impact on their communities. This gap between graduates and investors appears to be primarily a size gap, meaning that the graduate firms are seeking small capital investments while investors want to invest larger sums. Due to the prohibitively high due-diligence costs and the low prospective returns of making small investments in high-risk markets, most investors will overlook these graduates. Therefore, some highly successful incubator programs are attempting to bridge this gap by engaging the investment community directly and forming partnerships that will help streamline the investment process.
Third, it is essential to acknowledge that incubators are merely one aspect of the larger entrepreneurial ecosystem, which is comprised of a wide variety of factors, including public policy, human capital, physical infrastructure, civil society, and cultural views of entrepreneurship. To be successful, incubators must engage with this ecosystem and negotiate the nuances of their particular situation.
innovations / volume 8, number 3/4 6 innovations / Accelerating Entrepreneurship This brings us to perhaps the most important hypothesis of our research so far: the "ideal" investment may not exist for incubation. Because there is such a wide variety of SGBs, each with its unique needs and challenges, the model incubator is likely impossible to design. What worked in Silicon Valley almost assuredly will not work in Nairobi, as the supporting ecosystems are simply too different. Therefore, rather than trying to establish best practices to apply to the field in general, it may be more useful to think in the context of regional entrepreneurial ecosystems. Incubators should be designed to address critical gaps in those ecosystems but also to take advantage of a particular ecosystem's assets.
To test this hypothesis, ANDE is working with a variety of organizations in Kenya to develop a holistic entrepreneurial ecosystem building project, with a critical focus on the role of incubators and accelerators. We expect this effort to allow us to provide relevant recommendations about the value of incubators and guidance about how they can be most effective in the context of a particular country. If we succeed, we'll know more about whether the flourishing incubator industry should in fact be cultivated, and, if so, under what circumstances.
